Introduction
GFRI is a multidisciplinary Finance Research Institute located at the University of Geneva that focuses on two main research topics: Portfolio Management and Corporate Governance. Its research themes build on the role that Geneva as a financial center plays in Portfolio Management and on the Corporate Governance concerns of society at large.
GFRI research is multidisciplinary and encourages synergies between the Faculties of Economics and Social Sciences, Law, Psychology and Science of Education. GFRI collaborates in particular with the Center for Banking and Financial Law and the National Center for Research in Affective Sciences, both located at the University of Geneva. GFRI is fully integrated within the Swiss Finance Institute and pursues research and educational activities in finance that are complementary to the goals and missions of SFI in terms of achieving academic excellence in finance among SFI partner universities.
GFRI also engages in knowledge transfer activities such as conferences, seminars and public debates on finance topics related to Portfolio Management and Corporate Governance. In this context, GFRI gratefully acknowledges financial support by the Geneva Financial Center Foundation.
This activity report is intended to provide a synthetic view of the main research and educational activities pursued by GFRI's members from January 2011 until December 2011.
A central question in finance is how do agents and corporations make decisions under uncertainty. Some of the sources of uncertainty affecting investors' portfolio decisions and corporations' investment and financing decisions are well-understood, e.g. equity, interest rate, commodity, and exchange rate risks. Yet market risks represent only a small subset of the total risk exposures that one experiences when trading, investing, or making financing decisions in financial markets. The purpose of this project is to focus on credit risk and on non-standard sources of risk that occur once one allows for market frictions, informational distortions, and agency problems. By non-standard sources of risks, it is referred in particular to liquidity risk, operational risk, catastrophe risk, demographic risk, and model risk. Modern finance theory has not yet come up with satisfactory models for the pricing of these risk factors and their management. An exception is the measurement and management of credit risk which has received large academic attention during the late nineties, driven in part by the Basel II reform of banks' capital adequacy requirements.
Financial econometrics for risk management (NCCR FinRisk Project D2)
GFRI member: Prof. Olivier Scaillet Theoretical econometrics considers questions about the statistical properties of estimators and tests. The goal of this project is to develop econometric methods that allow for better assessment and monitoring of financial and insurance risks. One aim of this project is to improve the econometric modeling (dynamic or marginal) of the distribution of risk and the dependencies that can occur between different sources of risk, employing both parametric and non-parametric methods. The types of risk that the proposed methods encompass are rather general and include credit risk, market risk, or operational risk. A second aim of the project is to investigate the impact of small samples when conducting inference. The project covers a range of econometric testing procedures whose underlying assumptions deviate from the typical asymptotic theory and account for the fact that, in practice, data is often limited. All the econometric tools can be used in many areas in finance as they can be applied to various types of data such as interest rates, exchange rates, and stock returns. As such, they should allow for a better understanding of how to control financial losses for banks, insurance companies, or other large investors.
Approximation methods for optimal dynamic portfolio choice GFRI member: Prof.Tony Berrada
In the early fifties, Harry Markowitz laid the ground of quantitative portfolio choice. Focusing on two essential dimensions of asset returns -risk and return -, he showed how to optimally diversify an investor's wealth among several financial assets. A couple of decades later, Robert Merton added a third dimension -time -, and showed that time-varying market conditions and the possibility to rebalance the portfolio had an important impact on the asset allocation mix. However, Merton's dynamic programming approach faces computational challenges when addressing large dimensional problems, due to multiplicity of risk sources. This certainly explains why Markowitz's meanvariance approach is widely used, whereas Merton's approach is not. The aim of this project is to make the dynamic approach implementable by developing a simple approximation method that both applies to large dimensional portfolios and also yields closed-form solutions for a large class of stochastic processes used in modeling financial asset returns. The proposed method relies on a decomposition of the optimal dynamic portfolio around two extreme cases: the infinitely risk averse cases and the pure mean-variance case.
Fractional cointegration analysis of securitized real estate GFRI member: Prof. Martin Hoesli
The aim of this project is to use fractional cointegration analysis to examine whether long-run relationships exist between securitized real estate returns and three sets of variables frequently used in the literature as the factors driving securitized real estate returns. That is, they examine whether such relationships are characterized by long Memory (long-range dependence), short Memory (shortrange dependence), mean reversion (no long-run effects) or no mean reversion (no long-run equilibrium). Forecasting implications are also considered. Empirical analyses are conducted using data for the US, the UK, and Australia. The main finding of this project is strong evidence of fractional cointegration between securitized real estate and the three sets of variables. Such relationships are mainly characterized by short memory, although long memory is sometimes present. The use of fractional cointegration for forecasting purposes proves particularly useful since the start of the financial crisis.
Reinsurance and securitization in life risk management GFRI member: Prof. Henri Loubergé
The large increases in longevity observed over the past decades have brought new challenges to pensions and the insurance industry.This project looks at the industry's main challenge related to longevity risk, i.e. the risk that current longevity trends change significantly in the future. Increasing amounts of capital need to be accumulated to face this long-term risk and new regulation in Europe on capital requirements threaten to worsen the situation. For the insurance industry, as well as for private pension plans, this risk has a dual representation: first of all, insurers face the risk of a significant change occurring in the general trend of longevity (systematic risk); secondly, they also face the risk of random changes in average longevity occurring in their own portfolios of insured (specific risk). Reinsurance and capital market solutions (e.g. insurance-linked securities) have today received an accrued interest as a possible suitable and efficient way to deal with this dual risk. This research topic is addressed at two levels, starting from the classical framework of risk-sharing in the insurance industry. In the first part, the project investigates the optimal strategy of sharing longevity risk among three representative agents: an insurer, a reinsurer, and a financial investor.
In a second part, the project focuses on the impact of regulation on risk transfer by differentiating reinsurance and securitization in terms of their impact on reserve requirements. More precisely, this project shows that different regulations could introduce large biases in optimal risk-sharing arrangements.
b. Finance Research Seminars:
Thanks to Thanks to the financial support from the Swiss Finance Institute, from the Geneva Finance Center Foundation and from the Rectorate of the University of Geneva, the Institute has acquired annual licenses for the following databases enabling GFRI's research agenda in empirical finance. The program is structured in two phases:
1) A first year course divided in three semesters (September to June) with a total of ten courses, after which students are evaluated on the basis of their test scores and a summer paper (first paper) prepared under the supervision of a SFI Professor. Three faculty members, Tony Berrada, Ines Chaieb and Harald Hau are teaching during the first year courses: Tony Berrada -Information and Asset Pricing Ines Chaeib and Harald Hau -Topics in International Finance 2) Years 2-4 are assigned to the writing of the thesis. In the middle of the 4th year, students usually participate in the job market in the United States. During the first phase, students are fully funded by the SFI (grant of CHF 30,000). During the second phase, students are hired as assistants in one of the partner universities. The SFI doctoral program has now acquired an excellent international reputation. Excellent placement of students in the academic market allows SFI to compete with institutions at the forefront of academic Finance. Note for example that over the last two years SFI students have been appointed to the rank of Assistant-Professors at the following universities: Carnegie Mellon, Rochester, McGill, London School of Economics, Boston University, HEC Paris, University of New South Wales, HEC Montreal, Bocconi, etc.
b. Master Program in Finance:
The Master in Finance offers, over a minimum period of two years, both a professional specialization, a theoretical and methodological training in Finance.
Jointly organized by the Universities of Geneva, the University of Lausanne and the University of Neuchâtel as part of the Azur Triangle, this curriculum covers a wide range of areas, such as wealth management, financial engineering and financial analysis. According to the chosen orientation, the program can be followed either in French or in English. The program mains purpose aims at acquiring a perfect command of the applied methods in the practice of modern Finance. In order to offer a wide choice of courses, courses from other faculties, such as the Faculty of Law, are also available to master students. Moreover, some courses of the Master are offered in other programs such as the Master in Economics or the Master in Statistics. 
Various activities of the Master Program in

